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Privatization and the Environment:
Can privatization improve the environment ?
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Assuming an environmentally di®erentiated product market, the
e®ects of the privatization of public ¯rms on the environment and social
welfare are examined. In the ¯rst case, the privatization of one public
¯rm led to a reduction of abatement incentives and to an improvement of
the environment by decreasing the consumption of goods. Moreover, the
privatization decreased the consumer surplus and increased the producer
surplus. In the second case, a mixed duopoly, i.e., one public ¯rm
produced a dirtier (environmental-standard) product and one private ¯rm
produced a cleaner (environmental-friendly) product. The privatization
led not only to a reduction of the abatement activity of the private
¯rm but also degraded the environment. Furthermore, the privatization
increased the consumer surplus by lowering the prices and decreased the
producer surplus.
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